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Government Relations

October 1, 2009

TO: Dennis Fay, Executive Director
Alameda County Congestion Management Agency

Christine Monsen, Executive Director
Alameda County Transportation Improvement Authority

FR:  Suter, Wallauch, Corbett & Associates

RE: Legislative Update

to appeal the 3™ District Court of Appeal’s decision that found the state lllegally
appropriated funds dedicated to public transit to non-public transit purposes. The
Supreme Court’s decision to deny the State’s petition to review lets stand the Appellate
Court decision that ruled in favor of the California Transit Association on all counts.
This action places the state on the hook for nearly $3.5 billion in transit funding that has
been diverted over the past 3 years. While it will take some time to sort out how this
decision will be implemented, this action should result restoring the flow of Prop 42,
State Transit Assistance, and spillover funds to transit operators in the current fiscal year.

Developing Initiative: The League of Cities, the California Transit Association and the
California Alliance for Jobs are leading an effort to place on the November 2010 ballot
an initiative to enact greater protections from state raids of local transit and transportation
funding.

Proposed language is expected to be submitted to the Attorney General’s Office for
drafting within a month. The proposal would generally seek to place Prop 1A type of
protections on Public Transportation Account funds, and eliminate the ability to suspend
Prop 42 or HUTA funds. The language is still being developed. Initial polling is
favorable for a measure that would restrict the legislature’s ability to divert transit and
transportation funds. This effort is in the initial phase and a decision to proceed with
signature gathering has not been made.

21% Century Taxes: The Commission on the 21% Century Economy submitted its
recommendations to the Governor. Governor Schwarzenegger then announced creating a
6™ extraordinary session for the Legislature to act on the Commission’s
recommendations.

The Governor was joined by the Chairman of the Commission, Gerald Parsky, in
unveiling the Commission’s recommendations for overhauling the state’s tax structure.
There are no surprises as the recommendations included items previously reported, such
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as repealing the state’s share of the sales tax, eliminating corporate taxes, exchanging
current multiple income tax brackets with only two at a much lower rate, and imposing a
net receipts tax on businesses.

Since only nine out of 14 Commissioners endorsed the plan, the Commission considers
these recommendations a starting point for consideration by the Legislature. Those
Commissioners signing-on to the report include: Gerald Parsky, Ruben Barrales, Michael
Boskin, John Cogan, Edward De La Rosa, Christopher Edley, Jr., Monica Lozano,
Rebecca Morgan, and Curt Pringle.

A copy of the 450 page report and additional information can be found at the
Commission’s website (www.cotce.ca.gov). A detailed discussion of each of the
recommendations below can be found in the report’s Appendices, as well as draft
language to implement the plan. The recommendations include the following:

e Reduce the number of tax brackets from six to two. The new tax rate would be
2.75 percent for taxable income up to $56,000 for joint filers ($28,000 for single)
and 6.5 percent for taxable income above that amount.

e Eliminate the corporate tax, which is currently at 8.84 percent. The Commission
suggests that the $300 minimum franchise tax should also be eliminated.

e Eliminate the current 5 percent state sales tax, with the exception of the sales tax
on gas and diesel fuels which would continue to be dedicated to transportation
pursuant to Prop 42. Elimination of the sales tax would phase in over five years.

e [Establish a business net receipts tax that should not to exceed 4 percent. The
proposal would exempt small businesses with less than $500,000 in gross annual
receipts from this tax.

e Create an independent tax dispute forum that would provide taxpayers with a
forum for resolving disputes with the state.

e The Commission also recommends strengthening the state’s Rainy Day Reserve
Fund. The proposal suggests increasing the target for the reserve from 5 percent

of revenues to 12.5 percent, and further restrict the ability to use the reserve
funds.

Ambitious Achievable Targets: The Regional Targets Advisory Committee has
submitted its final recommendations to the California Air Resources Board for
consideration. Pursuant to SB 375, the RTAC was created to make recommendations to
CARB on how to set “ambitious achievable targets” for greenhouse gas reduction within
each region. These targets should be achievable by implementing changes in land use
and transportation planning that result in reducing the number of vehicle miles traveled.
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In general the report recommends CARB to quickly develop a list of Best Management
Practices, along with an estimate on the amount of greenhouse gas reduction each BMP
should achieve. In addition to BMPs, the report also proposes the use of land use models
as another means of reaching the goals. It is assumed that larger urban regions would
have computer modeling already in place that could be improved to reach the targets
while smaller regions could rely on BMPs to reach the target.

The report goes beyond recommendations on how to set the targets in each region and
also outlines several issues that must be addressed that are critical to being able to
implement SB 375 and achieve the goals of AB 32. The report makes recommendation
to ensure social equity and housing issues are addressed, to make sure local governments
have proper funding to implement plans, including the need to replace inadequate sewer
and water systems, and to provide incentives to exceed the target. The report _
recommends that in order to successfully implement SB 375 the state must also provide
adequate funding for public transit and local streets and roads, as well as authorize local
governments to impose local fees to fund the development of sustainable community
strategies.

SB 375 requires CARB staff to submit draft targets to the Board by June 30, 2010 and
final targets by September 30, 2010. The report outlines an ambitious schedule over the

next nine months that directs CARB staff to work with regions on developing specific
targets.

A copy of the final report can be fouﬁd at:
http://www.arb.ca.gov/cc/sb375/rtac/report/092909/finalreport. pdf

Proposition 14 Loan: Efforts by counties and cities continue in urging the Senate to
return to Session to complete the legislation necessary to put into place the California
Communities Joint Powers Fund, the bond pool needed for securitization of the Prop 1A
loans. Senate President Pro Tem, Steinberg has mentioned the Senate to return to
Sacramento the week of October 12, but session has not officially been set.

Absent action by the Senate to obtain a 2/3 vote to send SB 67 to the Governor, the
ability of the California Statewide Communities Development Authority to securitize the
loans will be delayed until March. Failure to enact SB 67 soon will prevent the CSCDA
from marketing the bonds in November, which is the last opportunity to sell state backed
bonds until March 2010. Between December 1* and February 15™ the state’s “books” are
not open for review while the budget is being prepared. Delaying the issuance until
March 2010 will create serious cash flow problems and service reductions for local
agencies, which are already experiencing unprecedented economic challenges. Waiting
until March also increases the state’s cost to issue these bonds by $200 million.

Prop 14 Loan Rate: On Friday, September 25, Director of the Department of Finance
Mike Genest sent a letter to Cities, Counties and Districts announcing that the interest
rate that DOF would pay for direct loans to the State would be 2.00 percent. This is a full
1.5 percent less than the number that the Department had suggested to counties less than
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two weeks earlier. It comes as no surprise, however, since the interest rate on the RANs
that the Treasurer sold last week was around two percent.

As you will recall, the Legislature and Administration agreed to compensate local
governments for this loan in one of two ways: local agencies could either securitize the
loan through a joint powers agency and receive replacement funds almost immediately,
or they could loan the funds directly to the State and be paid interest at a rate to be
determined by the Department of Finance. That rate was to be somewhere between the
rate earned by the Pooled Money Investment Account and six percent.

Redevelopment Agency Take Deserted: The provision in the 2008-09 budget requiring
that redevelopment agencies pony up $350 million for ERAF is being deserted by the
State. Yesterday the Attorney General notified the Court and the California
Redevelopment Association that it will no longer pursue its appeal of the matter, which it
had lost in Superior Court.

The Attorney General will be kept busy; however, since the Association will soon file
another suit in Sacramento on the action in this year’s Budget that took a much larger
sum of RDA funds — over $2 billion. All the details are outlined in the Redevelopment
Association’s press release at the following link:
http://www.calredevelop.org/AM/Template.cfm?Section=Home&TEMPLATE=/CM/Co
ntentDisplay.cfm&CONTENTID=5956

State Parks: The Governor announced a revision to the original plan of closing more
than 100 state parks on Friday. Now, in order to save $14.2 million in the current fiscal
year, parks will instead reduce maintenance, put off equipment purchases, and lower the
numbers of hours the parks are open. The Administrations January 10™ Budget Proposal
will contain information about how the ongoing $22.2 million savings will be
accomplished.
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